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DIRECTORS’ REPORT TO THE 
SHAREHOLDERS 


Net earnings for 1974 were $22,681,000 or $2.76 
per share compared to $31,898,000 or $3.89 per 
share for the year 1973. In both cases earnings per 
share are stated on the basis of the weighted aver- 
age number of shares outstanding during the year. 


Earnings before taxes and government royalty 
were $39,191,000 compared to $37,090,000 in 1973. 
Charges against income for taxes and government 
royalty increased to $16,510,000 in 1974 from 
$5,192,000 in 1973; the increase reflects primarily 
the expiry on December 31, 1973 of the tax exempt 
period to which the Company was entitled under 
Canadian income tax legislation and the in- 
troduction of the British Columbia government 
royalty effective January 1, 1974. 


Asmall loss was incurred in the fourth quarter of 
1974 due to depressed copper prices and increased 
provisions for taxes. 


The sections of this report that follow comprise 
a comprehensive report on the 1974 operations and 
other matters that affect the Company. 


Financial: 


Revenue from mine production, comprising 
copper, molybdenum and minor values of precious 
metals totalled $100,218,000 as compared to 
$96,016,000 for 1973. This increase was attributable 
to an increase in production of copper and to a 
lesser extent to increased production of copper 
and to a lesser extent to increased production of 
molybdenum. The gross revenue price for copper 
produced by the Company in 1974 averaged 72 
cents per payable pound; the comparable average 
for 1973 was 88 cents per payable pound. The 1974 
price, however, reached its peak in the months of 
April and May and declined steadily and sharply 


thereafter. For the last quarter of 1974 this price 
averaged 58 cents per payable pound compared to 
an average of $1.00 per payable pound for the last 
quarter of 1973 and had declined to 52 cents per 
payable pound produced for the month of 
December. The method employed by the Com- 
pany in determining its revenue from mine 
production is described in the Accounting Policies 
section of this report. 


Investment and other income includes an 
amount of $2.6 million representing recovery under 
an insurance claim for loss of earnings during the 
month of January 1974, by reason of an electrical 
failure in one of the two autogenous mills. 


The Company’s bank loans which originally to- 
talled $60,000,000 and which had been reduced to 
$33,595,000 at the end of 1973, were repaid in full 
during 1974. In addition, the 834% Notes which 
originally totalled $26,836,000 and which had been 
reduced to $26,583,000 at the end of 1973 were re- 
paid to the extent of $3,884,000 during 1974. The 
principal repayments on long-term debt during the 
year totalled $37,479,000 and interest payments 
were also made in the amount of $3,806,000. Inter- 
est not currently payable on Income Debentures 
was accrued and charged to 1974 earnings in the 
amount of $4,945,000. The Company’s total long- 
term debt was $78,363,000 at December 31, 1974; in 
addition an amount of $5,822,000, payable in 1975, 
was included in current liabilities. The composition 
of this debt and the changes therein in 1974 are set 
out in detail in Note 4 to the financial statements. 


The total provision of $16,510,000 for taxes and 
government royalty previously referred to com- 
prises provincial government royalty, mining taxes 
and income taxes and federal government income 


taxes. These imposts represent $2.01 per share, or 
42% of the Company’s earnings before taxes ex- 
cluding the other major direct and indirect taxes 
paid to various governmental authorities. 


Reference was made in the Accounting Policies 
section of the Company’s 1973 Annual Report to 
the possibility that a material portion of the income 
reported as exempt to the end of 1973 under the 
provisions of the Income Tax Act would be subject 
to tax. This matter, reported at that time as under 
appeal in the Supreme Court of Canada, has since 
been decided in favour of the taxpayer that 
launched the appeal and the possibility of this addi- 
tional taxation is thereby removed. 


Operations: 


Milling, metallurgical and production data com- 
pared to 1973 is as follows: 


1974 1973 

Tons of ore milled (thousands) 16,445 13,987 
Average tons milled per day 45,056 38,320 
Average millhead grade 

— copper 0.457% 0.422% 

— molybdenum 0.016% 0.017% 
Average mill recovery 

— copper 88.1% 89.5% 

— molybdenum 75.8% 71.9% 
Pounds of payable metal in 

concentrate produced (thousands) 

— copper 128,064 102,180 

— molybdenum 4,038 3,481 
Ounces of silver produced (thousands) 464 431 
Ounces of gold produced 592 763 


Sales in 1974 totalled 104.0 million payable 
pounds of copper in concentrate and 3.9 million 
payable pounds of molybdenum in concentrate 
compared to 86.4 million payable pounds and 3.4 
million payable pounds respectively in 1973. 


Production of copper in concentrate in 1974 
was, as previously indicated, substantially higher 


than in the previous year. Production in excess of 
shipments is stockpiled in inventory. The decline in 
sales relative to production is directly attributable 
to depressed world economic conditions which 
had the effect of reducing the demand for copper 
and, as noted previously, of causing a major decline 
in price. 


Net capital expenditures in 1974 were 
$2,878,000. In addition to normal replacements, the 
capital program included completion of construc- 
tion of the second mobile home park which had 
commenced in 1973, the addition of a bulldozer 
and a rebuilt 200 ton truck to the equipment fleet, 
additional pumping equipment to increase the 
capacity of the reclaim water system, and the con- 
struction of a 59 unit apartment building to meet 
housing needs. 


Reference was made in the 1973 Annual Report 
to a comprehensive program that had been under- 
taken in order to delineate the total ore reserves 
contained in the Lornex property and to determine 
the optimum mining rate for extraction. The ore re- 
serve program was completed in 1974 as planned 
and the optimum mining rate program is nearing 
completion. The ore reserve definition was carried 
out in conjunction with a firm of independent con- 
sulting geologists who have concurred in the con- 
clusions reached. The result has been the de- 
lineation of 432 million tons of ore as at December 
31,1974 with an average grade of 0.411% copper and 
0.014% molybdenum. This compares to the origi- 
nally delineated reserves of 293 million tons which 
had been reduced by the ore mined from com- 
mencement of operations to 257 million tons of ore 
with an average grade of 0.425% copper and 0.014% 
molybdenum as at December 31, 1974. This does 
not preclude the possibility that further ore reserves 
may be delineated as the mine carries on explora- 
tory work in the normal course of mine operations. 


Lornex mine and plar 


: 
As aresult of the aforementioned increase in ore re- 
serves, the rates for amortizing plant and equip- 
ment, mining properties and preproduction expen- 
ditures were reduced effective January 1, 1974. 
Under normal economic conditions and reasonable 
tax and regulatory conditions this major increase in 
the Lornex ore reserves would support an ex- 


pansion of the Lornex operation without unduly 
shortening its life. 


Employee Relations: 


At December 31, 1974 there were 751 employees 
of the Company of whom 614 were engaged in pro- 
duction and 137 were engaged in technical, admin- 
istrative or clerical functions. 


A collective agreement between the Company 
and the United Steelworkers of America, replacing 
the agreement which expired on June 30, 1974, and 
an agreement with a newly certified office union 
are both in effect until June 30, 1976. Lornex con- 


siders that its employee relations continue to be 
good, 


iy 
F. 


General Considerations: 


The Company’s earnings are highly sensitive to 
the world price of copper and as a capital intensive 
operation Lornex’ earnings are also affected greatly 
by changes in the level of production. As—stated 
earlier both the price of and demand | for copper are 


reasonable at the present. time to expect that there— 
will be any / significant improvements during 1975. 
Production of copper in concentrate exceeded 
sales in 1974 by a substantial margin and the Com- 
pany had accumulated an inventory of 44.3 million 
payable pounds in concentrate at the end of 1974. 
Under these circumstances and having regard to 
the virtual certainty of areduction in copper sales in 
1975 it has become necessary to reduce production 
in order to avoid increasing the inventory stockpile 
further. This curtailment, together with the strong 
possibility of no. significant increase in copper 
prices, escalating operating costs and increased tax 
and government royalty imposts are expected to 
have a major negative impact on Lornex’ earnings 
fa) (RAS 


During 1974 the government of the Province of 
British Columbia enacted Bill 31, a Mineral Roy- 
alties Act, and the federal government increased 
taxes on earnings and disallowed for its taxation 
purposes the royalties imposed by the British 
Columbia government. The result of these taxation 
policies has been to impose taxes on the mining in- 
dustry that are inequitable by any reasonable stand- 
ards. This situation can be attributed in part to what 
appear to be fundamental differences between the 
provincial and federal governments regarding en- 
titlement to taxation revenues from natural re- 
source operations. It does not seem to be reason- 
able that the results of the failure of governments to 
resolve these differences should be imposed on 
and unfavourably affect mining companies. In con- 
junction with other mining companies based in 
British Columbia, Lornex has instituted legal action 
to have the British Columbia Mineral Royalties Act 
declared unconstitutional and to recover the mon- 
ies paid thereunder. 


Lornex has now become established as an effi- 
cient world scale producer. Its profitability will be 


1. Giant ore-carrying trucks between Lornex 
open pit and primary crusher. 


Autogenous mill dwarfs operator 
3. Lornex mill control room 
4. Copper concentrate being 
loaded into tanker trucks. 
affected detrimentally in the near-term by depres- 
sed world copper market conditions as well as by 
the punitive tax legislation now in force. It does, 
however, seem reasonable to expect that in due 
course copper market conditions will improve and 
that a reasonable resolution will be reached be- 
tween the taxing authorities. 


Appreciation: 


Your Directors wish to extend their appreciation 
to the Lornex management and employees whose 
diligent efforts have made possible the results 
achieved in 1974. 


On behalf of the Board, 
R. D. ARMSTRONG, 
President and 

Chief Executive Officer. 


Vancouver, B.C. 
February 25, 1975. 
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Incorporated under the laws of British Columbia) 


Auditors’ Report 


To the Shareholders of 
Lornex Mining Corporation Ltd.: 


We have examined the statement of financial position of Lornex Mining Cor- 
poration Ltd. as at December 31, 1974, and the statements of earnings, retained earnings 
and changes in financial position for the year then ended. Our examination included a 
general review of the accounting procedures and such tests of accounting records and 
other supporting evidence as we considered necessary in the circumstances. 


In our opinion these financial statements present fairly the financial position of the 
company as at December 31, 1974, and the results of its operations and the changes in its 
financial position for the year then ended, in accordance with generally accepted ac- 
counting principles applied on a basis consistent with that of the preceding year. 


Vancouver, British Columbia Coopers & Lybrand 
February 7, 1975 Chartered Accountants 
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ACCOUNTING POLICIES 


The principal accounting policies followed by Lornex Mining Corporation Ltd. are 
summarized hereunder: 


REVENUE FROM MINE PRODUCTION AND VALUATION OF CONCENTRATES 
AWAITING SHIPMENT 


A group of Japanese smelting companies has contracted to purchase the Com- 
pany’s entire production of copper concentrate for a period of twelve years ex- 
piring in 1984. A United States company has contracted to purchase the projected 
annual molybdenum concentrate production for a period of five years expiring in 
1977. 


Production is valued and taken into income as revenue from mine production at 
estimated realizable metal prices less provision for possible fluctuation in price; 
concentrates awaiting shipment are also valued on this basis. Adjustments are 
made to revenue from mine production with respect to concentrate shipments 
when the actual metal price is known and the final weight and assay adjustments 
are determined. Estimated smelting, refining and marketing charges are accrued 
at time of production and these charges are also adjusted with respect to ship- 
ments when the final weight and assay adjustments and marketing charges are 
determined. 


At December 31, 1974 inventories of 44,319,983 payable Ibs. of copper and 850,602 
payable Ibs. of molybdenum contained in concentrates awaiting shipment were 
valued as described above; the final price had been established in respect of a 
shipment of approximately 11.9 million payable pounds of copper for which final 
weight and assay adjustments and marketing charges had not been determined. 


CONVERSION OF UNITED STATES CURRENCY 


The accounts in United States currency are stated in Canadian dollars on the fol- 
lowing basis: 


Current assets and current liabilities at year-end exchange rates; all other assets 
and long term liabilities at rates in effect at time of transactions, and revenues and 
expenses at actual rates prevailing during the year. 


MINE SUPPLIES 


Mine supplies are valued at average cost. 


DEPRECIATION AND AMORTIZATION 


Depreciation is provided on mining equipment on a straight-line basis over the 
shorter of its physical life or the estimated life of the mine. The cost of plant and 
equipment, mining properties and preproduction expenditures is amortized ona 
unit-of-production basis over the estimated life of the mine. 


INCOME AND MINING TAXES AND GOVERNMENT ROYALTY 


Under applicable Canadian income tax legislation the income of the Company 
was exempt until December 31, 1973. Because the Company did not claim depre- 
ciation or mine development expenses during its tax exempt period it has avail- 
able sufficient of such expenses to eliminate taxable income for the year 1974. 
However deferred income taxes have been provided for by the Company in 1974 
since the accumulated amount of depreciation and mine development expenses 
claimed for income tax purposes exceeded the accumulated amounts recorded in 
the accounts. Deferred tax accounting procedures are also being followed with 
respect to Provincial mining taxes. 


The British Columbia Mineral Royalties Act was proclaimed effective October 1, 
1974 with its provisions being retroactive to January 1, 1974. Since the Company 
values all production at estimated realization prices as described above the 1974 
provision for government royalty includes a provision on all 1974 production. 


ee NG econ ebaation Lip 


(Incorporated under the laws of British Columbia) 


Statement of Financial Position 


DECEMBER 31, 1974 
($000’s omitted) 


CURRENT ASSETS: 1974 1973 
FAS ANCES VON ERGel i) Ce OS) tSemanin Seen psa Ber cnce tern te NY serie esis, oar eee oars $ 6515 $ 5883 
Accounts and settlements receivable and prepaid expenses 0.0.0... 7,639 4126 
POMC Mia cesea Wy ALLINGES MALIN Ch Ueeearerediante chart cccr eaten eins a eee Aces ee eters 21,832 13773 
iA TIRUES SSW OPC] NES 29 che Poe cercoei oy cat CUR Cer RTC eek ee ee a 7,848 5,507 

GIS) | mee eRe Rete ee Rei ere ACT ca ase Sorte AY oe choad tebcli int .saclanibeaeeb dlls 43,834 34,289 

Less: 

CURRENT LIABILITIES: 

(NCGOUMUS Dayal Grama acer Ued lan ITtES. ccpercccatscceeressancv-dsdeeeentsasoaseevesiasteos sean 7,244 Book 
FAV alo mOl (Onl COMM MNANIES aL NAT COC) mee ren aac as eee taasesae ce dscasrctfaacacna See eeeen ee 2,032 573 
RrovinGialamimine taxes and TOValtiGS Payable c.....sccssecucssecceccnecconsesientochearen sees 2,680 2,477 
bonestermecebt cue withinrone: year (MOLE). 2 i tasceconsoeteseocseee cae Geeierce cs tne 5,822 4523 

HELO LIEN! <acteine SB so Mee deck sus ORB A oe oe ae OM Pe eee ce Fe eee 17,778 13,164 

ACES ING: MC NICIMITEGL, sp: cs0n fi arate ete No ae eS ante een a eve et 26,056 21,125 

lait anced Uipment aessedeplreclation (MOLE 2) eecccccescncsedegvassedeaccd-etseeccatiasaatet 88,831 91,309 

Mining properties and preproduction expenditures 
FeScme MO Wei UlOmMm (iN © Lees) weve e teeter cers cone namic needle curmaetenc case cincssnmudehanes tage cEeeataaetecs 42,829 44 502 

131,660 135,010 

iO AIA SS UosUEOOR GO Ric eiN (eA GEMM ES name se sence: casters ueaa dein nisl gape se.dens 157,716 156,936 

Deduct: 

(oie Baten ine COUN LO: ) anette waka: petri nase ean tse tteat tee ancer wetter nnars ers aw eoeetansnce 78,363 112,373 
Del eRhec GO eraiiG sii ltalhl@ ukax Sere ranyhsrmen sot Aaee-saeenneatenesetkesas ds cusscouks-naceweOn ates 14,815 2715 
93,178 115,088 

EX Ges or) i ASSES VE RsEIA BITE Sara etn cee antennae hahaa eat. Pecdasecoadetnetnarbobers. $ 64,538 $ 41,848 

OWNERSHIP EVIDENCED BY: 

Capital stock (note 5) 
Authorized — 
9,500,000 common shares, par value of $1.00 each 
4,500,000 Class A shares, par value of $1.00 each 
Issued — 
Be lo COUeGOMimMonses ares (3,214, O62) SMaheS (Mt 97 3)) x aetwsneqsgcesaesoscta tere vers S9F6,216. eb oS 
Premium less discount on shares issued for cash (includes $8 premium 
on shares issued under stock option plan in 1974 and $94 in 1973) ne 2,958 2,950 
Re Cell CI ell ITS S seeetee reve aies whra ce daer sacar caer ea Ne oe ckevlacan suet amistad tae ncany anes 53,364 30,683 
cliche | Lee ene POEM cep netie aNeEE ee carn Wand ee MONE Tu da Meee connayes eitiek OLE Re onan $ 64,538 $ 41,848 
Approved on behalf of the Board: 
NEIL B. IVORY, Director. R. D. ARMSTRONG, Director. 
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Statement of Earnings 


YEAR ENDED DECEMBER 31, 1974 
($000’s omitted) 


REVENUE: 1974 1973 
Revenue from: MING PrOCUCTION sevse rants tees see eee eee ees ee ere ere eee $100,218 $ 96,016 
Less smelting, refining and marketing charges scenery seen eer 14,797 14,187 
Ne@t r@V@MUG wccsccnasansuctccuctGatuestsaceics Wecote cron ee cec cee os eo eae nee Cena ae ee 85,421 81,829 
Investment and other income 225. ee 4,059 831 


89,480 82,660 


EXPENSES: 
OC)PeratiNg COSTS sie. cdeA cess atsccweeeeaiae cele sees eee nee eee came ete ce 28,247 21,104 
AGmiunistrative: and) Semetal: Sx pets CS ea ce eee eee ieee eee ener eee ee 6,342 4,763 
Amortization and Ge preciation ts. saci-seee eireercass sere a earner nen 7,029 8,366 
41,618 34,233 
Operating PrOtit x. ccar-cacecucnutanduncachodlerean dee denn eye et Mee eats eee ae eae ae ee ee 47 862 48,427 
Interest-on long: term debt acic.ceearcaseepeeeec tee otc cere ora ety ee te eee 8,671 V5 337, 
Earnings before taxes and rOValtVerc.-cttes4 ie aett er ee eee 39,191 37,090 
Income and mining taxes and government royalty 
=) CUTTONE aj oslveenaneesares/scdenca tums hry ea cau coalae sco See OOS een 4,410 2,477 
==! POT OTE sus scott accoe Ren Cease oO eae ee ee 12,100 29ND 
16,510 5,192 
NET EARNINGS a FOR TRESY EAR ce cranscs crs reer cee cine e aeeee ann ee ee $ 22,681 $ 31,898 
NET. EARNINGS. PERSSHARIS:  tcsscatscoaecoesets: cotta rene: tt scot cne i ete nee ee $ 2.76 $ 3.89 
Statement of Retained Earnings 
YEAR ENDED DECEMBER 31, 1974 
($000’s omitted) 
1974 1973 
BALANCE, DeginMming Of YOarciecceh sami eee tena es ae $ 30,683 = $ (1,215) 
Net-earnings:for the: Vear eer sstatts. ncn ere ee 22,681 31,898 
BALANCE, end Of year ta:iumscr came asioturieste: aimee ee aelet oe Cnere eee en ae $ 53,364 $ 30,683 
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Statement of Changes in Financial Position 


YEAR ENDED DECEMBER 31, 1974 
($000’s omitted) 


SOURCE OF FUNDS: 1974 1973 
Operations 
INSTA EES UOTE NST 2 os ae eat es ececi tn ce poe yo $22,681 $31,898 
Add charges against earnings not involving current outlay of funds: 
AUMOME Za tl Olved GCE DTECIALIOM Aceecterccteac.cctec?. seeusseeica cu sesaeemscasweestyadeterdavccaeeosots 7,029 8,366 
INCErestrome MCOMe WD EMtURES LG: ges tin ce wsatgercssedvsrtomconivestveurhadzwbinoerscss 4,945 4573 
Dee Medal nee eran cM MO CAXGSaamene i fe peeeea tee esac oti awistearayispeuenness 12,100 2,715 
HG el Mri © Salt ONMeO Dita LMS erate ie a eete eee et, gob ee te ears gs var sees avsaioedavamamion on seaeeieant 46,755 47 552 
SSS OMeOMMOM si alessUMCeh slOCk ODUOM DIAN) pace mesesd-nceretscrentensceneseorensercucces 9 109 
46,764 47,661 
DISPOSITION OF FUNDS: 
Reduction of long term debt: 
aie gel Ohl i) Seem er ere eens URN eet cdo ext aces. cfs, fusca glaletittewswniciuaannnuvdaGegvter 29,325 24,775 
BRAG INIOIWES coobemecooduncuapeeetetincn camclaat Ecartec eee Reet Ce ene ee Tn ter 9,453 253 
38,778 25,028 
EXGemellUnescOMe Olan aMGeeclUspITi@Ml (INGE) eereerstenctuco)ceescdecaty syaenssnuseeoen cornabeeesneares 2,878 3,290 
REO Ay Fe miieOle OUST Sel Oalase (LVL) kacaeeeat ae sence re ee ci iteae. cast anutemnateeasactsncosdvancduaes davis We 319 
41,833 28,637 
ERIE NS at VN OO) Kiya AI eee en oe epemcan oer. wicaiaestervenevanaianntvasastunecsestetosssaet 4,931 19,024 
PVN ©) Falun DIN aL Ve OIA O Le VC Ale acres ce aerey ae ccctec Pee cos dk oe eoeen fee oa sneeuuden eatin os 21,125 2,101 
NN) RAC GREAT IIA eC Ol sy Gall meveueote sn iuaaseeeeem stun tcssefsae acta! Slerestedretoe onauaencrnectnes $26,056 S225 
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Notes to the Financial Statements 
DECEMBER 31, 1974 


fF 


tee! 


ACCOUNTING POLICIES 


The information on pages 9 and 10 presents a summary of certain accounting policies and is an 


integral part of these financial statements. 


PLANT AND EQUIPMENT 


Plant and equipmentatcOSts es eee ee eer 
Léss accumulated depreciation see s..cee ae ee 


MINING PROPERTIES AND PREPRODUCTION EXPENDITURES 


MININE Pro Perties at GOS Uae eeteree ae eer cee neers tere eee eee 
Less accumulated anioruizatlO tiger eens oe ete ee eee 


Preproduction. expenditures at COSt yan nee een ee 
lesssaccumulated amortization a eae ee eee 


LONG TERM DEBT 


Long term portion (1974 — $16,665,780 U:S..: 
1T973;==- $26,006,000) St) eeaseere eet eee pees 
812% Series A Income Debentures due December 31, 1985 ...... 


Housing loans 


Accrued interest on Income Debentures 


1974 1973 
$104,177,940 $101,648 ,308 
15,346,859 10329 51g 


$ 88,831,081 


%. 917306791 


1974 1. 
$ 1,065,179 $28 10552009 
102,091 62,622 
963,088 992387 
46,297 ,946 46,266,282 
4,432,237 2 LOOT al 
41,865,709 43,509,905 


$ 42,828,797 


$ 44,502,292 


1974 1973 
$ = $ 33,595,000 
= 4,270,000 
= 29,325,000 
22,699,346 26,503;238 
5,822,000 Pe wll) 
16,877,346 26,330,060 
44,093,000 44,093,000 
181,248 358,648 
17,211,337 12,265,958 
$ 78,362,931 $112,372,666 


Repayment of the 84% Notes is collaterally secured under a Trust Deed by the pledge of second 
mortgage bonds, secured by a second fixed and specific charge and a second floating charge on 
the assets of the Company. During 1974 the bank loans were repaid in full and accordingly at 
December 31, 1974 the Company had no liability outstanding against the first mortgage bonds 
secured by a first fixed and specific charge and a first floating charge on the assets of the Company. 


Under the terms of the Japanese Financing Agreement 90% of the Company’s net operating profit 
as defined is to be applied to repayment of the 844% Notes. The cumulative minimum repayments 
of principal required to be made are as follows: 


Due In 

1975 oa 50. 0001S: 
1976 1,000,000 U.S. 
WS. A250, 0OOKS.S: 
(978 8,350,000 U.S. 
1979 21,650,000 U.S. 
1980 26,500,000 U.S. 


To December 31, 1974 repayments totalling $3,954,000 U.S. have been made on the 8%4% Notes, oe 
thereby reducing the cumulative minimum repayments shown above by that amount; the 
cumulative repayments of $750,000 U.S. due in 1975 have thus been more than satisfied. 


The principal amount of the Income Debentures is to be repaid by way of annual sinking fund 
payments from all of the operating profits of the Company after the 834% Notes have been paid in 
full. The amounts and timing of the required sinking fund payments are defined in the Income 
Debenture Indenture and are dependent on the operating profits of the Company together with 
certain other factors. The sinking fund payments are to be used to redeem the Income Debentures 
at par. Of the Income Debentures of $44,093,000 outstanding at December 31, 1974 $36,097,000 
principal amount is owned by the parent company, Rio Algom Mines Limited. 


The accrued interest of $17,211,337 on Income Debentures at December 31, 1974 may not be paid 
until the required interest and principal repayments have been made and certain other conditions 
have been met under the terms of the Japanese Financing Agreement. 
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5. CAPITAL STOCK 


ww 


During the year 1,200 common shares were issued for $8,748 cash under a Stock Option Plan. 
At December 31, 1974, 843,460 common shares were reserved: 


(a) 760,560 common shares for issue in exchange for the 760,560 Class A shares which may be 
issued under the terms of the Construction and Management Agreement; 


(b) 82,900 common shares for issue under a Stock Option Plan. Options may be granted to 
employees of the Company and to certain employees of Rio Algom Mines Limited. 
Outstanding options have been granted to purchase 62,800 common shares at 
prices varying from $7.20 to $8.65 per share; these options expire on varying dates 
from September 27, 1976 to April 23, 1980. 


In addition 760,560 Class A shares are reserved to satisfy obligations of the Company which may 
arise under the provisions of the Construction and Management Agreement with Rio Algom (note 
6(a)). 

The Trust Deeds and Indentures prohibit the payment of dividends until all loans and accrued 
interest have been paid in full. 


6. COMMITMENTS AND CONTINGENT LIABILITIES 


(a) Rio Algom Mines Limited has agreed to supervise and manage the business of the Company 
until December 1, 1984 and to incur and pay, on behalf of the Company, operating costs of 
the Company incurred prior to August 1, 1976. The Company has agreed to pay Rio Algom a 
management fee of $250,000 per annum. 
If the Company is unable to reimburse Rio Algom for any of the aforementioned costs Rio 
Algom may elect to receive Units of the Company’s Income Debentures and Class A shares 
instead of cash at a later date. The maximum number of such Units which could be issued is 
9,507, comprised of $9,507,000 principal amount of Income Debentures and 760,560 Class A 
shares. 

(b) The Company has a contingent liability to buy back 231 houses and 100 mobile home lots at 
the Logan Lake townsite for $5,817,017 until December 31, 1982. 


7. REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


During the year ended December 31, 1974 the aggregate direct remuneration paid or payable by 
the Company to the directors and senior officers of the Company was $244,572. 


Rio Algom 


Rio Tinto 


TO THE SHAREHOLDERS: 


Net earnings of Lornex Mining Corporation Ltd. for 
the first six months of 1974 were $21,068,000 compared 
with $12,367,000 for the same period in 1973. The com- 
parative net earnings per share of capital stock were $2.56 
and $1.51 respectively. 

The improvement in earnings over last year was due 
primarily to higher copper prices and a 15% increase in 
copper production, resulting from an increase in tonnage 
milled and a slight improvement in mill head grade, the 
effects of which were modified materially by provisions 
made for British Columbia Government royalties and for 
income and mining taxes. 

Copper prices were unusually high during the period 
March to May 1974. They have since dropped but are 
still at a level well above the average for the first half of 
last year. 

Under applicable Canadian Income Tax legislation the 
income of the Company was exempt until December 31, 
1973; 

Although the B.C. Mineral Royalties Act has received 
royal assent it has not been promulgated as of this date; 
however, since its provisions are stated to be retroactive 
to January 1, 1974, provision has been made for the 
royalties estimated to be payable from that date. 

Provisions for taxes on income have been made on the 
basis of the proposals contained in the Federal Budget 
introduced on May 6, 1974. No adjustment has been made 
for possible modification of its provisions. Recent state- 
ments made by the Minister of Finance indicate that the 
total tax impost may be modified before the Budget is 
enacted. 

Investment and other income includes an amount of 
$1.7 million representing partial recovery under an insur- 
ance claim for loss of earnings during the month of 
January, by reason of an electrical failure in one of the 
two autogenous mills. 

Operations continued at a satisfactory level, with the 
average milling rate for the first half of the year being 
43,008 tons per day. 

Studies are continuing with respect to the previously 
announced program undertaken by the Company to 
further define the ore reserves contained in its property 
and to determine the optimum rate of extraction. The 
results are being analyzed in their operating and economic 
context; an important factor that must be considered in 
this connection is the amount of combined federal and 
provincial government taxes and royalties that may be 
imposed, 

Bank loan repayments totalling $22.6 million were 
made during the first six months of 1974. Further repay- 
ments of $3.0 million were made on July 15, reducing the 
principal amount of the bank loans to $8.0 million. 

Total indebtedness outstanding as at June 30, 1974 was 
$96.8 million, made up of the remaining bank. loans, 
Japanese loans, and income debentures including accrued 
interest thereon. 

The hourly work force and the recently certified office 
union have ratified new two-year contracts which termi- 
nate June 30, 1976. 


R. D. ARMSTRONG, 
July 23, 1974 President 


LORNEX MINING CORPORATION LTD. 


STATEMENT OF EARNINGS 


for the six months ended June 30, 1974 
($000’s omitted) 


1974 1973 


Revenue from mine production $63,311 $42,385 


Less smelting, refining and 


marketing charges 9,677 6,326 
Net revenue , 53,634 36,059 


Investment and other income 2,290 146 


55,924 36,205 


Expenses: 
Operating costs 11,983 9,838 
Administrative and general 
expenses 2,452 2/119 
Amortization and depreciation 4,595 4,070 
19,030 16,027 
Operating profit 36,894 20,178 
Interest on Jong term debt 4,826 5,661 
Earnings before taxes and 
government royalty 32,068 14,517 
Income and mining taxes and 
government royalty 11,000 2,150 
Net earnings for period $21,068 $12,367 


Net earnings per share of 
capital stock (note) Sur 2 SOLS) pikes 


Note: Net earnings per share have been calculated on the weighted 
average number of total shares outstanding during the period, 
including both common and Class A shares. 


Approved on behalf of the Board: 
R. D. Armstrong, Director 
G.R. Albino, Director 


_ Subject to year end audit and adjustments. 
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LORNEX MINING CORPORATION LTD. 


STATEMENT OF CHANGES IN 
FINANCIAL POSITION 

for the six months ended June 30, 1974 
($000's omitted) 


1974 1973 
Source of Funds: 
Operations 
Net earnings for period $21,068 $12,367 
Add charges against earnings 
not involving current 
outlay of funds: 
Amortization and 
depreciation 4,595 4,070 
Interest on Income 
Debentures, etc. 2,401 2233 
Deferred income and 
mining taxes 3,650 2,150 
Total funds from operations 31,714 20,820 
Sale of houses ahat 970 
Housing loans (net) 132 Soe 
Issue of common shares under 
stock option plan 9 1 
31,855 20,791 
Disposition of Funds 
Expenditures on plant and 
equipment 700 1,249 
Buyback of houses (net) 186 — 
Reduction of long term debt 
Bank loans (see note) 29,325 6,656 
834 % notes 4,911 — 
Repayment of housing 
loans (net) — 120 
} 85,122 8,025 
Increase (Decrease) in 
Working Capital (3,267) 13,766 
Working Capital 
beginning of period Pas ps 2,101 
Working Capital end of period $17,858 $15,867 
Note: Bank loan repayments in period $22,604 
Add increase in current portion 
of bank loans payable 6,721 


Net reduction of bank loans 
as above 


ogni 


Lornex Mining Corporation Ltd. 


Interim Report to the Shareholders 


for the six months ended June 30, 1974 


